MASTER  NEGATIVE  # 


COLUMBIA  UNIVERSITY  LIBRARIES 
PRESERVATION  DIVISION 

BIBLIOGRAPHIC  MICROFORM  TARGET 

ORIGINAL  MATERIAL  AS  FILMED  - EXISTING  BIBLIOGRAPHIC  RECORD 


308 

Z 

Box  937 


NNC 


Ferguson,  S F 

'Itie  Australian  tariff  debacle;  haphazard 
protection  the  obstacle  to  Australia’s  in- 
dustrial recovery,  Melbourne 


hX  p, 

'X\.  • 


r=r  Y . I 


1,  Tariff 
policy. 


- Australia,  2,  Australia  - Economic 


n 


gj::o 


RES  TRICTIONS  ON  USE: 


Reproductions  may  not  be  made  without  permission  from  Coiumbia  University  Libraries. 

TECHNICAL  MICROFORM  DATA 


FILVISIZE:  %35>lAt 


REDUCTION  RATIO:  /a:/ 


IMAGE  PLACEMENT:  lA 


DATE  FILMED: 


INITIALS: 


TRACKING  » : 


FILMED  BY  PRESERVATION  RESOURCES,  BETHLEHEM,  PA. 


1 


THE  AUSTRALIAN 


I 


TARIFF  DEBACLE 


Haphazard  Protection  The  Obstacle 
To  Australia’s  Industrial  Recovery 

By  S.  F.  FERGUSON 

With  a Foreword  by  the 
Joint  Committee  for  Tariff  Revision, 
and  an  Introduction  by 

SENATOR  SIR  HAL  COLEBATCH,  K.B.,  C.M.G. 


^37 


WHOLESALE  DISTRIBUTORS 
GORDON  GOTCH  (AUSTRALASIA)  LTD. 

Melbourne,  Sydney,  Adelaide,  Perth,  Brisbane,  Launceston 

SEPTEMBER,  1931 


-A 


Price  9d. 


THE  AUSTRALIAN 
TARIFF  DEBACLE 


Haphazard  Protection  The  Obsiacle 
To  Australia’s  Industrial  Recovery 

By  S.  F.  FERGUSON 


Wholly  set  up  and  printed  in  Australia  by 
ARbUCKLE.  WADDELL  PTY.  LTD. 
20-22  McKiilop  Street.  Melbourne 


FOREWORD 


C 


S Chairman  of  the  Joint  Committee  for  Tariff  jRevision, 
comprising  representatives  of  the  Graziers’  Association 
o:  New  South  Wales,  Farmers’  and  Settlers’  Association  of 
New  South  Wales,  Producers’  Advisory  Council  and  the  Sydney 
Chamber  of  Commerce,  I have  read  the  booklet  “The 
Australian  Tariff  Debacle,’’  and  can  with  confidence  recommend 
It:  perusal  to  those  who  are  concerned  with  some  of  the  principal 
underlying  causes  aggravating  the  present  Australian  depression. 
The  story  is  told  in  simple  language,  and,  brief  as  the  booklet  is. 
It  covers  a great  deal  of  ground.  The  statements  made  should 
piovide  ample  food  for  thought  and  a good  introduction  to  the 
lapidly  increasing  number  of  those  who  desire  to  pursue  further 
the  effects  of  the  Tariff  on  the  present  Australian  position. 


My  Committee  is  definitely  of  the  opinion  that  until  such 

time  as  the  present  high  and  inequitable  Australian  Customs 

T iriff  is  drastically  reduced,  and  also  reconstructed,  there  cannot 

be  any  great  improvement  in  the  present  situation.  Action  on 

these  lines  is  of  the  utmost  urgency,  and  can  be  no  longer 
delayed. 


C.  M.  GUNTHER,  Chairman, 

Joint  Committee  for  Tariff  Revision. 


Sydney, 


V 

I 

I 
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12th  September,  1931. 
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INTRODUCTION 

(By  Senator  SiR  Hal  Colebatch,  K.B.,  C.M.G.) 

Australia  has  a higher  protective  tariff  than  any  other 
country  in  the  world.  In  cases  where  there  is  some  lingering 
fear  that,  despite  unconscionable  imposts,  competition  from 
outside  may  creep  in,  complete  prohibitions  are  applied.  These 
prohibitions  are  enforced  by  executive  action  only.  Neither  at 
the  time  of  their  imposition,  nor  at  any  subsequent  time,  are 
they  subject  to  the  approval  of  the  people’s  representatives  in 
Parliament.  They  are  indefinite  as  to  period,  and  have  operated 
over  the  lives  of  several  successive  Parliaments.  For  fifty  years 
in  a part  of  Australia,  and  for  half  that  period  over  the  entire 
Commonwealth,  a protective  policy  has  been  in  operation. 
Any  old  policy  will  serve  in  days  of  prosperity.  It  is  when 
adversity  strikes  a country  that  the  soundness  or  otherwise  of 
its  economic  practices  is  made  manifest.  The  efficacy  of  high 
protection  must  be  judged  by  the  performances  of  Australia’s 
secondary  industries  to-day.  What  are  they  doing  to  help  the 
country  to  meet  its  obligations.^  It  is  an  indisputable  fact  that 
Commonwealth  is  more  than  ever  dependent  on  two  indus- 
tries that  are  being  carried  on  at  a loss — wool  and  wheat. 
Those  industries,  for  a quarter  of  a century,  have  borne  the 
bulk  of  the  cost  of  protection.  Their  owners  have  seen  vast 
fortunes  accumulate  in  the  cities,  their  wage-workers  have 
envied  the  short  hours  and  high  pay  of  employees  in  sheltered 
occupations.  To-day,  in  Australia’s  time  of  trial,  the  primary 
producer  struggles  on  under  increasing  disabilities.  The  advo- 
cate of  high  protection,  so  far  from  offering  any  contribution 
to  the  country’s  relief,  has  abandoned  his  old  contention  that 
protective  duties  would  lead  to  the  establishment  of  industries 
capable  of  competing  on  the  world’s  markets,  and  now  frankly 
confesses  both  present  and  future  incapacity  to  compete  with 
anybody.  There  is  at  least  one  case  on  record  of  the  transfer- 
ence of  Australian  brains  and  Australian  money  to  another  of 
the  Dominions  where  tariffs  are  lower  and  wages  are  higher, 
for  the  purpose  of  establishing  an  industry  that  will  be  able  to 
compete  in  the  w’orld’s  markets. 


t 

t 

Is  it  any  wonder  that,  in  face  of  these  simple  facts,  every 
authoritative  examination  that  has  been  made  has  emphasised 
tie  need  for  tariff  reform?  Representative  Committees  of  dis- 
t nguished  economists  and  practical  investigators  of  the  diffi- 
c ilties  confronting  different  States  have  merely  confirmed  the 
r;peated  statements  of  the  Tariff  Board  itself,  that  protection  in 
Australia  has  gone  beyond  all  reason,  to  the  extent  that  it 
threatens  the  economic  structure  of  the  Commonwealth,  and 
i nperils  the  living  standard  of  the  people.  Included  in  these 
inquiries  have  been  competent  authorities  both  in  Australia  and 
f om  England.  The  decision  has  been  the  same  in  every  case, 
including  that  of  the  Secretariat  recently  appointed  by  the 
Premiers’  Conference  to  investigate  the  problem  of  unemploy- 
n ent.  Notwithstanding  all  this,  any  public  man  who  takes  a 
s and  for  tariff  reform  is  pilloried  as  a traitor  to  his  country, 
a id  infamously  traduced  as  one  who  would  undermine  the 
living  conditions  of  its  people. 

Until  recently,  in  certain  cities  of  Australia,  there  has  been 
a disposition  on  the  part  of  those  profiting  by  prohibitive  duties 
to  enter  into  political  alliance  with  the  socialistic  element  in 
the  community,  and  to  regard  with  equanimity  a division  of 
the  spoils — so  long  as  there  were  spoils  to  divide.  Happily 
there  are  signs  of  the  breaking  of  this  conspiracy:  and  with  its 
d sappearance  the  prejudiced  industries  may  escape  from  the 
more  galling  of  their  fetters.  This  little  booklet,  setting  out 
ir  simple  language  some  of  the  more  important  principles 
governing  the  economic  aspects  of  trade  between  one  country 
and  another,  should  serve  an  important  educational  office,  for 
SI  rely  there  is  no  greater  need  in  Australia  to-day  than  that  her 
politicians  and  her  people  should  realise  that  we  are  not  a 
community  condemned  to  a narrow  life  of  economic  isolation, 
but  rather  the  proud  possessors  of  a rich  Island  Continent 
capable  of  contributing  to  the  happiness  and  prosperity  of  other 
nations,  and  willing  to  buy  and  sell  with  them  to  mutual 
ac  vantage. 

HAL.  COLEBATCH. 


Adelaide, 

5 th  September,  1931. 
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I. 

The  Vicious  Circle 

WHAT  THE  TARIEE  HAS  DONE  FOR  AUSTRALIA 

The  Tariff  and  its  ally,  the  wage-fixing  system,  are  mainly 
responsible  for  the  disastrous  economic  muddle  into  which 
Australia  has  drifted.  It  is  intended  in  the  following  pages  to 
trace,  as  simply  as  possible,  the  effects  of  undue  interference 
with  the  working  of  economic  forces.  Regarded  separately, 
tariff  protection  and  wage-fixing  appear  to  be  justified  by  many 
sound  arguments.  Combined,  they  form  an  unholy  union, 
the  offspring  of  which  is  the  vicious  circle  of  rising  costs  and 
prices,  operating  temporarily  to  the  advantage  of  protected  and 
sheltered  industry,  but  ultimately  leading  to  the  destruction  of 
all  industry  unless  its  hold  be  broken  in  time. 

PRINCIPLES  OF  PROTECTION 

A young  country  naturally  desires  to  develop  secondary  as 
well  as  primary  industries.  It  is  the  belief  of  many  people  that 
an  unsheltered  secondary  industry  in  a young  country  has  little 
hope  of  being  established  unless  some  form  of  Government 
assistance  is  given  in  its  infancy.  In  practice,  in  Australia  at 
any  rate,  the  assisted  infant  seldom  grows  robust  enough  to 
exist  without  increasing  doses  of  protection.  Assuming,  how- 
ever, that  a reasonable  amount  of  assistance  to  industry  is 
desirable,  it  is  highly  important  to  consider  in  what  manner 
and  to  what  extent  it  is  to  be  given.  A Government  may  assist 
individual  industries  at  the  expense  of  the  public:  (a)  by  a 
Government  subsidy  from  the  taxpayers’  funds,  in  the  form  of 
a bounty  on  production:  or  (6)  by  a consumers’  subsidy,  the 
Government  specially  taxing  imports  in  order  to  compel  the 
users  of  the  product  to  buy  the  locally-made  article  at  a higher 
price  than  that  at  which  the  imported  article  would  be  sold  if 
duty-free.  Either  system  involves  a definite  cost  to  the 
community. 
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Probably  no  function  of  Government  requires  greater 
re:  traint,  wider  knowledge,  or  better  judgment,  than  the 
ac  ministration  of  a protectionist  policy.  It  is  fatal  for  such 
a function  to  be  the  plaything  of  party  politics,  and  used  for 
vote-catching  purposes,  as  it  has  been  used  in  Australia.  If 
the  protection  granted  be  unduly  extravagant  or  continued  too 
long,  its  cost  may  readily  outweigh  its  advantages:  carried  to 
extremes,  it  is  just  as  capable  of  ruining  a country  as  any  other 
fcrm  of  recklessness  in  Government  expenditure.  It  has  been 
carried  to  almost  incredible  extremes  in  Australia. 

As  between  the  alternative  forms  of  assistance  to  industry, 
the  bounty  system  is  infinitely  preferable.  The  cost  of  a bounty 
is  spread  over  the  entire  tax-paying  community  according  to 
individual  ability  to  pay  taxes.  The  cost  of  tariff  protection 
is  borne  by  the  consumers  of  protected  goods  regardless  of  their 
at  ility  to  meet  it.  Further,  under  the  bounty  system  the  exact 
cost  to  the  community  is  known  to  a penny,  and  is  recorded 
ar  nually  in  the  Government  accounts.  There  is  no  means  of 
calculating  the  cost  of  tariff  protection.  Unless  controlled  with 
meticulous  care,  it  may  well  become  greater  than  the  public  can 
pi  y,  with  dire  results  to  the  community,  as  has  actually 
happened  in  Australia.  Undue  extravagance  in  the  payment 
of  bounties  is  restricted  by  sheer  inability  to  find  the  necessary 
funds;  but  a needy  Government,  unable  to  increase  or  even 
centinue  the  payment  of  bounties,  is  prone  to  forget  that  the 
pi  blic  is  unlikely  to  be  in  a better  position  than  the  Government 
in  this  respect.  When  a Government  imposes  upon  the  public 
a burden  of  protection  greater  than  the  public  can  carry,  the 
remits  are  disastrous  to  the  protected  industries  themselves.  In 
tl  e belief  that  the  subsidies  promised  by  the  increased  tariff  are 
fcrthcoming,  capital  is  invested  and  labour  is  diverted  into  the 
a{  parently  favoured  industries.  An  increased  duty  on  one  item 
alane  would  undoubtedly  be  beneficial  to  the  industry  con- 
cerned; but  when  the  same  legislative  act  gives  additional  pro- 
tection to  hundreds  of  industries,  the  one  direct  “benefit”  is 
Cl  ncelled  by  the  diffused  effect  on  costs  of  all  the  remaining 
“benefits,”  and  the  public  is  compelled  to  pay  them  all. 

In  the  case  of  the  record-breaking  tariff  schedules  of  the 
p 'esent  Government,  the  inability  of  the  public  to  give  the 


expected  assistance  to  the  protected  industries  was  first  mani- 
fested in  the  falling  off  of  sales.  The  public,  being  unable  to 
provide  the  subsidies  demanded,  was  compelled  to  reduce  its 
purchases  of  the  goods  affected.  Industrialists  then  found  that 
the  only  course  open  to  them  was  to  forego  at  least  some  of  the 
assistance  they  had  counted  upon — i.e.,  to  “cut”  prices,  which 
frequently  involved  selling  at  a loss.  This  policy  has  already 
led  to  the  liquidation  of  many  undertakings  in  highly  protected 
industries,  some  of  which  were  so  unsuitable  to  Australian 
conditions  that  they  should  never  have  been  established,  and 
would  not  have  been  but  for  the  false  encouragement  offered 
by  the  tariff. 

Protection  in  Australia  having  reached  the  stage  at  which 
it  begins  to  defeat  itself,  the  supporters  of  the  system  endeavour 
to  justify  it  by  pointing  to  falling  prices  in  the  protected  indus- 
tries. They  fail  to  perceive  that  those  falling  prices  are  merely 
a symptom  of  the  breakdown  of  the  system.  The  reduced 
buying  power  of  the  community,  consequent  upon  the  unsup- 
portable  burden  of  protection  imposed  upon  it,  reacts  to 
the  detriment  of  moderately  as  well  as  excessively  protected 
industries,  so  that  price-cutting  is  forced  upon  all  industries 
alike.  This  very  “price-cutting”  is  part  of  the  necessary  deflation 
of  all  inflated  values,  but  it  is  a drastic  remedy  which  should 
never  have  become  necessary. 

Protection  given  within  the  means  of  the  community,  and 
to  carefully  selected  industries,  may  have  beneficial  results. 
Indiscriminate  protection,  coupled  with  artificial  wage-fixing 
which  takes  little  or  no  account  of  economic  consequences,  must 
inevitably  lead  to  national  disaster. 

THE  WAGE-FIXING  SYSTEM 

If  it  were  properly  used  as  a means  of  ensuring  to  the  wage- 
earners  a just  share  of  the  products  of  industry,  no  exception 
could  be  taken  to  Government  intervention  in  regard  to  wage 
rates.  But  if  the  wage-fixing  tribunals  impose  conditions  and 
wages  beyond  the  capacity  of  industry  to  provide,  it  is  obvious 
that  either  industry  must  perish  or  a means  must  be  found  to 
force  the  consumer  to  pay  the  increased  cost.  In  a self-contained 


L 


I 


ccmmunity  a general  increase  of  wages  would  simply  mean  a 
general  increase  in  prices,  and  no  one  would  be  either  better  or 
warse  off  in  terms  of  the  purchasing  power  of  income.  But 
in  Australia  something  like  half  the  members  of  the  community 
aie  engaged  in  or  dependent  upon  production  for  export,  and 
cannot  “pass  on”  the  increased  costs  by  increasing  their  own 
selling  prices  or  applying  for  higher  wages.  The  producers 
fer  export  are,  therefore,  compelled  to  pay  a large  share  of  the 
cest  of  giving  better  conditions  to  the  protected  workers.  The 
latter  thus  derive  a real  benefit  from  their  increased  wages,  at 
the  expense  of  the  rest  of  the  community. 

The  operation  of  a wage-fixing  system  could  not  be  extended 
b(yond  economic  limits  in  a free-trade  country,  for  industries 
that  were  saddled  with  unduly  onerous  conditions  would 
si  nply  collapse.  They  would  not  be  able  to  compete  with 
imports,  and  it  would  not  be  long  before  the  tribunals  and  the 
wige-earners  alike  would  perceive  that  the  interests  of  the 
la;ter  were  ill-served  by  imposing  impossible  conditions  upon 
employers  of  labour.  It  is  an  entirely  different  matter,  how- 
e\er,  when  the  country’s  policy  is  to  give  practically  unlimited 
tariff  protection  to  efficient  and  inefficient  industries  alike.  Such 
is  the  present  policy  of  Australia — a policy  regulated  not  by 
the  extent  to  which  the  community  can  afford  to  subsidise  one 
se:tion  of  industry,  but  by  the  amount  of  protection  necessary 
tc  enable  any  industry  to  pay  the  wage  rates  imposed  by  the 
tribunals.  There  is  only  one  restraining  influence,  in  such 
circumstances,  to  the  upward  flight  of  wage  rates  and  tariff, 
VIZ.,  the  capacity  of  the  export  industries  to  pay  the  cost.  The 
tiagedy  of  the  system  lies  in  the  fact  that,  when  the  cost  of 
p otection  plus  artificial  wage-fixing  becomes  so  great  that  its 
el  ects  upon  the  export  industries  are  at  last  obvious,  it  may  be 
tc  o late  to  avert  the  ruin  of  the  export  producers  and  the  consc- 
q rent  collapse  of  the  whole  system. 

Australia  has  now  reached  the  stage,  in  its  disastrous  experi- 
irent,  at  wTich  primary  producers  can  no  longer  earn  a living. 
7 he  return  they  receive  for  their  produce  in  world  markets  is 
ir  sufficient  to  pay  costs  of  production  at  the  inflated  Australian 
v.ilues.  Certainly  the  process  was  hastened  by  the  sudden  fall 
o:  prices  of  primary  products  abroad  to  a level  approximately 
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equal  to  that  at  which  they  stood  before  Australia’s  experiment 
had  been  carried  to  extremes.  But  if  external  prices  had  not 
fallen,  internal  costs  would  have  continued  to  soar  until  pre- 
I cisely  the  same  relative  position  would  ultimately  have  arisen. 

' Australia  now  has  two  alternatives — to  save  the  export  pro- 

' ducers  by  reducing  both  tariffs  and  costs  in  sheltered  and 

protected  undertakings:  or  to  let  the  export  industries  perish, 
and  all  other  industries  with  them. 

The  tariff  has  placed  Australian  secondary  industries  in  a 
! kind  of  sacred  enclosure.  This  has  prevented  them  from  feeling 

! the  direct  effects  of  the  reductions  that  have  taken  place  in  prices 

I of  manufactured  goods  abroad.  For  this  reason,  when  the 

! world  depression  came,  prices  of  Australian  manufactures  did 

I not  decline  in  sympathy  with  similar  goods  overseas.  Some 

i reduction  has  taken  place  in  prices  of  products  of  Australian 

secondary  industries,  but  the  fall  has  been  belated  and  relatively 
small.  It  has  been  forced  upon  manufacturers  not  by  outside 
competition,  but  fundamentally  on  account  of  the  inability  of 
the  primary  producers,  who  have  no  wall  to  shelter  them,  to 
pay  the  former  prices. 


II. 


Popular  Fallacies 

HOW  THE  TARIFF  GROWS 

One  of  Australia’s  leading  economists,  in  conversation 
rezently  likened  the  tariff  to  a cancer.  It  is  difficult  to  find  a 
more  apt  simile.  Any  country  embarking  upon  a policy  of 
piotection  does  so  with  the  best  intentions.  It  will  not  make 
the  same  mistakes  that  other  countries  have  made.  It  will  build 
a “scientific  tariff.’’  But  once  the  policy  has  been  adopted  it 
is  one  of  the  most  difficult  things  in  the  world  to  control.  Like 
a cancer,  it  spreads,  cell  by  cell,  increasing  in  size  and  draining 
away  strength,  until  it  threatens  the  very  existence  of  the  body 
economic. 

The  first  industry  to  which  assistance  is  given  benefits 
gieatly.  But  if  the  chosen  industry  is  one  that  produces  essential 
materials,  which  are  required  by  other  industries,  it  is  soon 
found  that  costs  are  inflated  in  the  subsidiary  industries  that 
h ive  to  pay  the  bill,  on  account  of  the  tribute  exacted  from 
them  in  the  form  of  higher  prices,  for  the  benefit  of  the  pro- 
tected industry.  The  controllers  of  those  subsidiary  industries  ^ 

tl  en  wait  upon  the  Minister  for  Customs,  or  indulge  in  a little 
h.irmless  “lobbying,’’  or  get  their  employees  to  drop  a hint  to  | 

the  member  for  their  district  if  a Labour  Government  is  in 
power:  and  in  due  course  they  join  the  ranks  of  assisted  pro-  I 

d icers.  In  time,  prices  have  been  increased  to  such  an  extent  i 

as  to  affect  materially  the  cost  of  living.  Increased  wages  are 
tien  demanded  and  given  to  compensate  the  wage-earners,  and 
tl  is  necessitates  further  increases  in  the  tariff  duties  and  prices, 
b(  cause  of  the  increase  in  costs  of  production  since  the  original 
tariff  duty  was  imposed.  And  so  the  process  goes  on.  In  the 
earlier  stages,  before  the  disease  has  gone  so  far  that  its  ill-effects 
reach  the  surface,  industry  appears  to  be  stimulated,  and  every- 
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one  sings  the  praises  of  the  protectionist  policy.  People  with 
money  to  invest  examine  the  schedules  to  find  a potential 
industry  that  is  not  already  protected.  When  they  discover 
it,  they  apply  for  a tariff,  establish  the  industry,  and  get  in  “on 
the  ground  floor.’’  So  capital  and  labour  are  diverted  from 
undertakings  that  are  an  asset,  to  undertakings  that  are  a 
liability  to  the  community. 

The  wider  the  field  of  protected  industry,  the  less  is  the 
benefit  derived  from  the  tariff  by  any  individual  undertaking. 
When  at  last  the  circle  embraces  every  industry,  none  derives 
any  benefit,  unless  some  are  more  highly  protected  than  others, 
for  all  borrow  from  Peter  to  pay  Paul.  In  Australia,  wool- 
growing, wheat,  and  a few  other  primary  industries  are  still 
outside  the  circle,  for  it  is  difficult  to  bring  them  into  it,  and 
they  are  carrying  the  whole  of  the  burden.  Unfortunately, 
owing  to  the  fall  in  overseas  prices  of  their  products,  they  are 
unable  to  do  so  any  longer,  and  in  consequence  the  system  is 
breaking  down.  It  is  to  be  hoped  that  it  will  not  bring  down 
with  it  the  whole  structure  of  secondary  industry  which  it  was 
designed  to  protect. 

“MAD-HATTER”  LOGIC 

Probably  no  other  phase  of  economic  science  is  the  subject 
of  so  much  fallacious  reasoning  as  the  tariff.  Once  a policy  of 
protection  is  embarked  upon,  strong  interests  are  created  in 
favour  of  its  continuance  and  extension.  The  further  the 
policy  is  extended,  the  stronger  those  interests  become.  Both 
the  employers  and  the  employees  in  protected  industries  have 
the  strongest  possible  motives,  namely,  those  of  self-interest,  to 
endeavour  to  convince  themselves  and  the  community  that  high 
protection  is  a heaven-sent  blessing  to  all.  The  arguments  they 
employ  appear  superficially  to  be  sound  and  logical,  and  a 
greater  knowledge  of  economics  than  the  majority  possess  is 
needed  to  detect  the  fallacies.  The  doctrine  of  high  protection 
has  long  been  a very  popular  one  in  Australia,  and  it  is  only  in 
the  past  year  or  so  that  the  growing  public  interest  in  economics, 
coupled  with  the  tariff  excesses  of  the  present  Government,  has 
brought  about  something  of  a reaction,  and  a recognition  of 
the  absurdities  of  some  of  the  pro-tariff  arguments. 


11 


“KEEPING  THE  MONEY  IN  THE  COUNTRY” 


People  who  should  know  better  frequently  talk  about  the 
necessity  of  buying  Australian-made  goods  in  order  to  “keep 
the  money  in  the  country.”  There  are  many  reasons  why 
Australian-made  goods  should  be  bought,  but  that  is  not  one  of 
them.  International  payments  are  made  by  means  of  the 
shipment  of  goods.  If  an  importer  buys  £ 1,000  worth  of 
goods  from  Great  Britain,  he  certainly  hands  his  cheque  to  the 
bank  that  negotiated  the  transaction  for  the  British  exporter, 
bu  the  bank  does  not  send  the  money  out  of  the  country.  It 
merely  credits  some  English  bank  with  the  amount.  Later  it 
car  cels  the  transaction  against  a shipment  of  goods  from 
Australia  to  Britain,  paying  the  importer’s  £ 1,000  to  the 
exjiorter,  and  debiting  the  English  bank  with  the  amount. 
This  squares  the  books  of  the  banks  in  both  countries.  Thus 
im  )orts  pay  for  exports. 

Sometimes,  however.  Governments  float  loans  in  other 
cot  ntries.  When  this  happens,  there  is  only  one  way  in  which 
the  funds  borrowed  can  be  transferred,  viz.,  by  shipping  goods. 
In  practice,  the  banks  in  the  lending  country,  who  receive  the 
money,  credit  the  sum  received  to  the  banks  in  the  borrowing 
country.  The  latter  in  their  turn  debit  the  banks  abroad  and 
credit  the  borrowing  Governments  in  their  own  country.  Thus 
banking  funds,  which  may  be  used  to  pay  for  imports,  are 
created  abroad. 

As  the  Governments  spend  the  loan  money  on  develop- 
meital  or  other  works  (such  as  roads,  irrigation  schemes,  or  a 
Federal  Capital),  labour  which  would  otherwise  be  engaged  in 
the  production  of  goods  for  export  or  for  home  consumption, 
is  employed  by  the  Governments.  Obviously,  then,  either 
exjiorts  must  be  lower  than  they  would  ordinarily  have 
been,  or  imports  must  be  higher,  or  both.  To  the  extent  that 
the  production  of  consumable  goods  is  decreased  owing  to  the 
Government’s  employment  of  labour,  total  exports  must  neces- 
sar  ly  fall  short  of  total  imports.  But  approximately  the  sum 
necessary  to  adjust  the  balance  will  be  available  abroad  in  the 
ere  Jit  created  by  the  Governments’  borrowing.  Thus  there 
need  not  be  an  adverse  balance  of  payments  abroad,  in  spite  of 
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an  excess  of  imports  over  exports.  Indeed,  when  a Govern- 
ment borrows  abroad,  imports  must  exceed  exports  (other 
things  being  equal)  if  the  balance  of  payments  is  not  to  be 
thrown  out  of  poise.  Another  influence  having  exactly  similar 
effects  is  the  introduction  of  new  private  capital  into  the 
country. 

It  is  clear,  then,  that  if  the  normal  flow  of  imports  is 
prevented  by  prohibitive  tariffs  or  embargoes,  the  result  must 
be  that  not  money,  but  wheat  or  wool,  or  some  other  export- 
able product,  is  “kept  in  the  country,”  for  it  is  with  these 


commodities  that  imports  are  paid  for. 

HOW  TARIFFS  REDUCE  EXPORTS 

t 

The  manner  in  which  this  takes  place  is  by  the  duties  or 
restrictions  on  imports  making  it  more  profitable  to  individuals 
to  produce  goods  that  would  otherwise  be  imported  than  to 
produce  for  export.  Thus,  a number  of  men  might  ordinarily 
produce  and  export  in  a year  wool  that  would  pay  for 
the  importation  of  1,000  machines.  The  same  men,  under 
Australian  conditions,  might  produce  only  600  similar  machines 
in  a year.  Obviously,  it  is  more  profitable  to  Australia  to 
produce  the  wool  and  import  the  machines,  than  to  produce  the 
machines.  But  if  a tariff  of  100  per  cent,  were  imposed  on  the 
imported  machines  it  would  then  pay  the  former  producers  of 
" wool  to  transfer  their  energies  to  the  making  of  machines,  which 
would  give  them  a greater  return  than  their  wool  had  brought 
them  previously.  The  public,  if  it  still  desired  the  machines, 
could  be  compelled  to  pay  approximately  double  the  former 
) price  for  them,  and  the  cost  of  all  goods  produced  by  those 

machines  would  be  increased.  The  makers  of  the  machines 
would  prosper,  but  the  country  as  a whole  would  lose  the 
1 equivalent  of  400  machines  a year  on  account  of  the  diversion 

I 

of  labour  from  a nationally  profitable  to  a nationally  unprofit- 
able industry.  This  illustration  indicates  the  manner  which 
the  protectionist  policy  has  been  operating  in  Australia  for  some 
years  past.  It  explains  the  phenomenon  known  as  the  drift  to 

I 

the  city. 

I 
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THE  ADVERSE  TRADE  BALANCE 


The  foregoing  should  have  made  clear  the  fact  that  the 
tr.ide  balance  will  look  after  itself  if  left  alone.  The  supporters 
of  high  protection  point  with  horror  to  the  import  and  export 
figures  of  the  past  eight  years.  They  say:  “Any  country  to  be 
regarded  as  sound  financially  must  pay  its  full  external  interest 
bi  1 and  for  imports  of  commodities,  by  the  export  of  com- 
modities.“ The  reply  is  that  no  country  which  is  borrowing 
new  money  abroad  for  developmental  purposes  can  possibly 
dc  this.  It  is  not  a whit  less  sound  for  a young  country  with 
ur  developed  resources  to  borrow  abroad,  and  for  its  borrowing 
to  take  the  form  of  goods,  while  it  employs  a proportion  of  its 
ov'n  labour  upon  developmental  work,  than  it  is  for  a young 
and  vigorous  company  to  raise  debenture  capital  with  which 
to  extend  its  buildings  and  plant.  Such  a company  must  have 
an  “adverse  balance’’  in  goods;  it  must  buy  more  than  it  sells 
while  it  is  spending  its  loan  capital. 

The  apologists  for  prohibitive  protection  imply  that  the 
G(  vernment  was  forced  to  borrow  abroad  during  the  past  eight 
years  in  order  to  meet  the  bill  for  excessive  imports,  and  suggest 
th  It  if  the  tariff  had  been  high  enough,  overseas  loans  would 
have  been  unnecessary.  The  truth  is,  of  course,  that  the 
borrowing  was  the  cause,  and  the  excess  of  imports  over  exports 
thr  inevitable  effect.  It  is  possible  for  a country  to  over-borrow 
or  to  spend  its  borrowed  money  unwisely;  but  to  blame  the 
alleged  inadequacy  of  the  tariff  for  this  is  the  height  of 
ab  ;urdity. 

EF  FECTS  ON  EMPLOYMENT 

The  ancient  fallacy  that  imports  cause  unemployment  is 
ha  -dly  worthy  of  serious  consideration.  Nevertheless,  it  is  still 
th(  firm  belief  of  many  people  that  this  is  so,  and  it  may  be 
ad  dsable  to  point  out  to  them  that,  as  imports  necessarily  imply 
exports,  the  employment  is  afforded  in  either  event — if  not  in 
th(  production  of  the  goods  themselves,  then  in  the  production 
of  other  goods  that  are  exported  in  exchange  for  imports.  When 
ex  ernal  borrowing  permits  an  excess  of  imports  over  exports, 
th(  employment  which  would  otherwise  be  afforded  by  the 
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production  of  consumable  goods  is  diverted  to  the  construction 
of  permanent  assets  by  Governments. 

Imports  during  the  past  year  have  amounted  to  only  about 
half  the  value  of  those  for  the  previous  year,  yet  unemploy- 
ment has  been  greater  than  ever  before  in  the  history  cff 
S Australia.  Owing  to  the  cessation  of  Government  borrowing 

and  the  drop  in  export  values,  it  has  become  necessary  for 
Australia  to  import  a great  deal  less  than  previously — but 
1 increased  tariffs  and  embargoes  were  quite  unnecessary  to  achieve 

this  end.  The  mere  fact  that  there  were  not  sufficient  funds  to 
Australia’s  credit  abroad  to  pay  for  a greater  volume  of  imports 
would  automatically  have  effected  precisely  the  same  reduction 
in  the  total.  Imports  of  goods  not  affected  by  the  tariff  or 
the  prohibitions  have  declined  in  the  same  ratio  as  total  imports, 
including  prohibited  and  heavily  surtaxed  goods. 
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Robbing  the  Primary  Producer 

E^lBARGOES  AND  SURTAXES 

When  a country's  trade  is  thrown  suddenly  out  of  joint, 
ne<  essitating  either  a great  increase  in  exports  or  a reduction  of 
imports  to  maintain  the  balance  of  payments  abroad,  there  is 
inevitably  a “lag”  before  economic  forces  assert  themselves  and 
eff(  ct  the  necessary  adjustment.  Importers  are  found  to  have 
orc!ered  in  advance,  not  having  anticipated  the  changed  condi- 
tions, and  for  a time  imports  remain  at  the  old  level,  in  spite 
of  the  necessity  for  reduction.  This  natural  “lag”  so  alarmed 
th(  Australian  Government  in  April,  1930,  that  drastic 
embargoes  and  customs  surtaxes  were  imposed  on  imports.  The 
banks  had  become  short  of  funds  in  London,  and  the  natural 
way  of  overcoming  the  difficulty  would  have  been  to  increase 
tht  exchange  rates  until  equilibrium  was  restored.  A high 
exchange  rate  discourages  imports,  and  gives  a bonus  to  export 
prc'ducers.  This  tends  to  increase  exports  by  bringing  into  use 
laud  that  would  not  otherwise  be  profitable.  Unfortunately, 
however,  not  only  importers,  but  also  Governments,  which  have 
to  make  interest  payments  abroad,  are  adversely  affected  by  a 
hi^h  exchange  rate.  Therefore,  in  Australia,  the  attempt  was 
made  by  artificial  means  to  reduce  imports  and  obviate  an 
increase  in  exchange  rates. 

When  the  forces  that  made  a high  exchange  rate  necessary 
are  examined,  it  is  found  that  to  allow  exchange  to  reach  its 
natural  level  is  the  only  way  to  do  justice  all  round.  Exchange 
rat  ;s  soar  when  a community  desires  to  import  more  than  it 
car  pay  for  with  exports.  In  Australia’s  case,  internal  prices 
we  -e  far  too  high  relatively  to  prices  in  other  countries.  Pro- 
duition  for  export,  therefore,  was  not  profitable.  As  the 
exporters  were  not  providing  sufficient  funds  to  meet  the 

ir, 


demands  of  the  importers,  the  latter  should  have  been  required 
to  increase  their  offers,  i.e.,  to  give  the  exporters  more  in 
Australian  currency  for  each  £ 1 of  English  currency  that  the 
exporters  had  to  sell.  This  would  have  alleviated  the  injustice 
under  which  the  export  producers  were  labouring  in  being  com- 
pelled to  buy  in  a dear  market  and  sell  in  a cheap  one,  and  at 
the  same  time  would  quickly  have  restored  the  balance  of  pay- 
ments abroad.  To  endeavour  to  restore  the  balance  by  higher 
tariffs  and  other  artificial  means,  instead  of  a high  exchange 
rate,  was  a transparent  fraud  on  the  primary  producer,  robbing 
him  of  the  true  market  value  of  the  funds  he  had  to  sell  in 
London.  Had  the  primary  producers  been  permitted  to  receive 
the  benefit  of  exchange  at  the  natural  rate,  fixed  by  supply  and 
demand,  since  April,  1930,  they  would  have  been  a great 
deal  better  off  to-day,  and  their  misfortunes  would  not  have 
reacted  to  the  same  extent  upon  the  prosperity  of  the  whole 
community  as  they  have  done. 


DEFINITE  POLICY  LACKING 

One  could  be  much  more  kindly  disposed  towards  the 
Australian  tariff-makers  if  any  coherent  plan  were  revealed  in 
their  schedules.  A tariff  which  set  out  to  encourage,  even  at 
some  cost  to  the  community,  in  the  earlier  stages,  industries 
that  could  eventually  find  a sufficient  market  in  Australia  to 
permit  of  economical  mass-production  methods,  might  have 
had  beneficial  results.  There  are,  in  fact,  a number  of  indus- 
tries of  this  nature,  which  benefited  greatly  by  the  tariff  in 
earlier  years,  when  duties  were  more  moderate,  and  are  now  well 
able  to  stand  on  their  feet.  The  high  priests  of  protection  arc 
fond  of  pointing  to  these  prize  examples,  while  they  keep  tucked 
away  in  the  background  the  infinitely  greater  number  of 
instances  in  which  prices  of  Australian  protected  products  are 
sold  at  approximately  double  the  prices  of  similar  goods  in  other 
countries. 

A great  lack  of  discrimination  is  also  discernible  in  the  way 
in  which  industries  that  have  been  given  protection  have  later 
been  robbed  of  their  advantage  by  the  imposition  of  duties  on 
their  materials  or  machinery. 
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M\KING  MACHINERY  EXPENSIVE 
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Machinery,  when  not  specifically  provided  for  in  the  tariff, 
is  lutiable  at  55  per  cent.  ad.  val.  Surely  it  is  no  exaggeration 
to  describe  as  “protection  gone  mad’’  a system  which,  on  the  one 
ha  id,  sets  out  to  establish  Australian  secondary  industries,  and 
on  the  other  imposes  a duty  of  5 5 per  cent  ad.  val.  (equivalent 
to  60  per  cent,  of  the  value  of  the  goods)  on  the  machinery 
th.  t is  the  first  essential  of  any  industry!  Plow  can  Australian 
industry  ever  hope  to  attain  to  reasonable  efficiency  and  economy 
if  it  is  thus  handicapped  at  the  very  outset?  In  theory,  a 
machine  that  is  not  capable  of  being  commercially  produced  in 
Aistralia  may  be  admitted  duty-free.  In  practice,  when  an 
ap  ilication  is  made  for  this  concession,  the  Department  of 
Crstoms  makes  inquiries  from  various  Australian  engineering 
we  rks  to  confirm  the  applicant’s  claim  that  machinery  of  the 
ty]>e  desired  is  not  commercially  manufactured  in  Australia; 
some  engineering  firms  are  frank,  and  give  a negative  reply,  but 
usually  at  least  one  firm  replies  that  it  is  prepared  to  quote  for 
th(  job.  Frequently,  the  machine  in  question  is  produced 
ov  :rseas  by  only  one  or  two  firms  which  have  specialised  and 
wl  ich  have  a world-wide  pre-eminence  in  the  production  of 
mcchinery  of  the  type  required.  Any  Australian  firm  would 
embark  on  the  task  lacking  the  experience  gained  by  the  overseas 
firms  during  many  years  of  expensive  research  and  experiment. 
Its  costs  would  be  infinitely  higher,  because  every  part  would 
ha'^e  to  be  specially  made.  Mistakes  would  occur,  and  would 
have  to  be  rectified.  Manufacturers  purchasing  Australian- 
made  machinery  in  these  circumstances  have  found  that  delivery 
ha;  been  delayed  in  some  cases  as  long  as  a year  beyond  the 
dale  agreed  upon,  and  full  advantage  is  usually  taken,  as  to 
prize,  of  the  protection  afforded  by  the  tariff.  Sometimes  the 
prize  quoted  is  far  beyond  the  price,  duty  paid,  of  the  imported 
machine.  In  such  circumstances  the  machine  is  naturally 
imaorted,  but  no  remission  of  duty  is  granted,  for  an 
Australian  manufacturer  has  stated  that  he  “could”  undertake 
the  contract. 

Australia  has  made  a futile  and  absurd  attempt  to  become 
ov(  might  a great  manufacturing  country  by  the  simple  means 
of  imposing  a tariff  on  practically  everything  that  might  con- 
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ceivably  be  made  in  the  Commonwealth.  It  has  tried  to  run 
before  it  could  crawl,  and  has  almost  succeeded  in  breaking  its 
neck  in  the  process.  It  must  now  abandon  the  attempt,  and 
take  a few  more  crawling  lessons,  which,  if  successful,  will  lead 
to  normal  walking. 

If  the  manufacturing  industries  that  have  a genuine  claim 
to  protection  were  encouraged  in  a sensible  way,  by  the  reduc- 
tion or  removal  of  costly  and  excessive  duties  on  their  semi- 
manufactured materials,  their  machinery,  their  engines,  and  so 
forth:  and  if  other  necessary  reforms  were  effected,  including 
a narrowing  of  the  general  field  of  protection,  it  should  become 
possible  so  to  reduce  costs  that  manufacturing  in  Australia 
would  be  put  on  a sound  basis.  In  such  circumstances, 
secondary  industries  would  even  be  able  to  look  to  export 
markets  for  their  goods,  which  most  of  them  will  never  do 
under  the  present  system.  With  a sound,  sure  growth  of 
manufacturing  along  these  lines,  the  stage  would  be  reached 
— probably  at  no  distant  date — when  the  market  even  for  the 
more  intricate  types  of  machinery  would  assume  such  propor- 
tions as  to  justify  the  experiment  and  research  necessary  to 
establish  specialised  engineering  industries  equal  to  those  of  the 
older  countries.  While  protection  continues  to  be  granted 
irrespective  of  its  effects  on  other  industries,  the  protectionist 
policy  of  Australia  can  never  be  anything  but  a hindrance  to 
secondary  as  well  as  primary  industry. 
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The  Tariff  and  Overseas  Borrowing 

(Published  2/8/30.  Reprinted  by  courtesy  of  The  Argus) 

A MUDDLE-HEADED  POLICY 

A great  deal  is  said  and  written,  by  those  who  are  wise  after 
tl  e event,  of  the  Governmental  extravagance  which  is  popu- 
larly supposed  to  have  caused  Australia’s  troubles.  Such  people 
tell  us  that  for  many  years  Australia  has  spent  more  than  she 
h IS  earned,  mainly  as  a result  of  the  Government’s  profligacy 
with  borrowed  money.  It  was  obvious,  they  say,  that  we  had 
tc  encounter  trouble,  and  with  that  they  dismiss  the  matter  as 
fi  lly  explained.  It  is  not  really  as  simple  as  that,  however. 

There  has  probably  been  no  conscious  application  of  loan 
ironeys  to  expenditure  other  than  upon  permanent  assets.  In 
any  new  country,  either  money  must  be  borrowed  for  develop- 
rrental  purposes  or  development  must  proceed  at  a snail’s  pace. 
Generally  speaking,  there  can  be  no  quarrel  with  the  volume  of 
^Australia’s  borrowings,  which  is  not  startling  when  the  value 
o the  country’s  assets  is  taken  into  consideration.  The  purposes 
to  which  loan  money  has  been  applied,  also,  have  generally 
bi  en  legitimate.  External  borrowing,  in  the  last  analysis,  simply 
ir  eans  the  borrowing  of  the  goods  of  other  countries  in  order 
that  labour,  which  would  otherwise  need  to  be  employed  in 
producing  similar  goods,  or  in  producing  exportable  com- 
n odities  to  pay  for  such  goods,  may  be  diverted  to  develop- 
n ental  works.  It  is  thus  both  impossible  and  undesirable  for 
k ans  from  abroad  to  take  any  other  form  than  that  of  goods. 
Lothing  can  be  more  inconsistent  than  to  borrow  abroad  and 
then  attempt,  by  erecting  tariffs,  to  prevent  the  borrowed  wealth 
fi  om  coming  into  the  country. 
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! A TRAP  FOR  UNWARY  TREASURERS 

( 

I 

I The  most  serious  dangers  inherent  in  an  overseas  borrow- 

ing policy  are; — 

I ( 1 ) That  the  money  may  be  used,  directly  and  frankly, 

* for  revenue  expenditure  instead  of  capital  expenditure 

— that  is,  that  when  it  has  been  spent  there  will  be 
nothing  to  show  for  it.  One  of  the  first  essentials  of 
sound  finance  is  that  borrowed  money  should  be  spent 
on  permanent  productive  assets.  Australia's  sins  do 
not  include  the  direct  use  of  loan  funds  for  revenue 
expenditure  to  any  appreciable  extent. 

(2)  That  the  loan  funds  may  be  applied  to  non-productive 
works  which  may  never  be  of  any  real  value.  Can- 
berra is  probably  an  example  of  this,  but  in  the  main 
the  works  on  which  loan  funds  have  been  spent  have 
been  fairly  sound. 

(3)  That  loan  funds  may  be  used  to  bolster  up  an  arti- 
ficial standard  of  living. 

This  last  is  a trap  that  few  Governments  can  avoid  in  a 
protectionist  country.  Where  the  policy  of  the  country  is  to 
fix  an  arbitrary  wage  standard  which  it  is  beyond  the  capacity 
of  the  country  to  support,  it  is  impossible  for  the  most  able 
Treasurer  to  prevent  part  of  his  loan  expenditure  from  going 
toward  the  maintenance  of  that  standard.  The  result  is  that 
the  book  value  of  the  assets  created  by  the  expenditure  of,  say, 
£30,000,000  will  be  £30,000,000,  but  the  true  value  may 
» be  only  £20,000,000.  The  remaining  £ 10,000,000  has 

gone  towards  maintaining  a false  standard  of  living.  In  this 
sense  it  is  possible  for  some  loan  funds  which  appear  to  have 
^ been  spent  on  permanent  assets  actually  to  have  been  used  for 

revenue  expenditure  of  the  worst  kind.  It  would  be  more 
honest  to  spend  loan  moneys  on  old-age  pensions  outright  than 
to  spend  them  in  this  manner.  Australia  has  undoubtedly  been 
guilty  of  this,  but  the  policy  of  wage  fixing  has  been  to  blame, 
not  the  authorities  who  spent  the  money.  They  were  merely 
the  victims  of  the  system. 
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INFLATING  THE  VALUE  OF  PUBLIC  WORKS 


The  spending  of  Government  loan  funds  on  materials 
produced  in  Australian  factories  at  inflated  costs,  under  high 
protection,  also  comes  under  this  heading.  The  tariff  is  used 
ta  maintain  wages  at  a higher  standard  than  is  justified  by  the 
true  value  of  the  wage-earner’s  production.  Loan  funds  were 
1 irgely  spent  on  materials  produced  under  these  conditions,  fre- 
c uently  at  prices  higher  even  than  those  of  imported  materials 
after  paying  the  duty,  as  a result  of  the  policy  of  giving  further 
preference  to  Australian  tenders  in  Government  contracts.  The 
excess  prices  paid  from  loan  funds  for  Australian  materials, 
ever  and  above  the  world  prices  of  similar  materials,  thus  con- 
s itute  another  form  of  expenditure  of  loan  moneys  as  a subsidy 
t award  the  maintenance  of  a false  standard  of  living.  The 
fict  that  the  money  has  been  spent  in  this  manner  is  hidden 
ii  the  account  books  by  inflating  the  value  of  the  resulting 
assets. 

A further  danger  attendant  upon  the  expenditure  of  loan 
finds  lies  in  the  dislocation  of  industry  and  the  unemployment 
\Tich  must  follow  a sudden  reduction  or  cessation  of  loan 
e ependiture.  When  this  takes  place,  obviously  it  becomes  neces- 

s iry  for  the  labour  employed  on  developimental  works  to  be 
used  in  production  for  home  consumption  or  for  export.  If 
t lis  could  be  done  immediately  no  mischief  would  be  wrought, 
but  it  takes  time,  and  in  the  interval  much  unemployment  and 
distress  are  inevitable.  This  is  an  important  contributory  to 
/ ustralia’s  present  troubles.  Here  again,  though,  the  Arbitra- 
t on  Court  and  the  tariff  must  take  much  of  the  blame.  Had 
rot  the  lenders  of  money  abroad  begun  to  realise  that  their 
money  was  to  a great  extent  being  devoted  to  the  maintenance 
cf  an  uneconomic  standard  of  living,  and  to  paying  for  the 
cost  of  protection,  supplies  of  money  would  not  now  have  been 
V ithheld  on  ordinarily  favourable  terms:  and  had  Australia  not 
indulged  in  a fatuous  attempt  to  fix  arbitrarily  the  standard  of 
living,  continued  or  gradually  diminishing  borrowings  would 
have  been  justified. 
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THE  TARIFF  GUILTY  ON  ALL  COUNTS 


Thus,  on  all  counts,  the  unsoundness  of  Australia’s  finan- 
cial policy  is  shown  to  have  been  directly  and  almost  entirely 
the  outcome  of  the  unavoidable  influence  exierted  upon  it  by  the 
Arbitration  Court  and  the  tariff.  High  protection  is  unsound 
in  any  country:  when  it  is  coupled  with  artificial  wage  fixing 
which  takes  little  or  no  account  of  economic  consequences,  it 
is  probably  the  most  alluring  and  easy  road  to  national  disaster 
that  man  has  yet  discovered.  When  it  can  be  buttressed  by 
temporarily  high  export  prices  and  by  external  borrowing,  it 
can  continue  longer  and  can  raise  artificial  prosperity  to  a corre- 
spondingly higher  point:  but  the  failure  that  must  come  when 
the  supports  are  removed  must  be  all  the  more  severe. 
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V. 


The  World-wide  Tariff  Mania 

1 HE  CAUSE  OF  UNIVERSAL  DEPRESSION 

The  world  is  in  the  throes  of  an  economic  depression  of 
u iprecedented  severity.  Some  countries,  such  as  Australia, 
V hich  have  shown  less  intelligence  in  directing  their  affairs 
than  the  majority,  are  suffering  more  than  others;  but  no 
important  industrial  nation  has  escaped. 

The  world’s  capacity  for  production  is  now  so  great  that 
there  is  no  real  reason  why  anyone  should  be  deprived  of  the 
wherewithal  of  a reasonable  standard  of  living.  It  is  the  fashion 
to  attribute  the  world- wide  depression  to  the  failure  of  the 
gold-standard  of  currency.  The  advocates  of  inflation  in 
Australia,  for  instance,  declare  that  the  reason  for  Australia’s 
particular  troubles  is  an  alleged  shortage  of  currency  with  which 
tc  effect  the  interchange  of  goods.  They  forget,  apparently, 
tiat  there  is  just  as  much  currency  available  to-day  in  Australia 
as  there  was  during  the  heyday  of  prosperity.  They  also  over- 
look the  fact  that  the  United  States  of  America,  a country  which 
is  embarrassed  by  the  magnitude  of  its  gold  holdings,  and  cer- 
tainly is  not  short  of  currency,  is  suffering  from  depression  and 
ui  employment  even  more  acutely  than  the  countries  that  have 
hten  denuded  of  their  gold. 

Something  more  fundamental  than  defects  in  the  monetary 
system  is  responsible  for  the  world’s  troubles.  A feature  of 
the  past  decade  has  been  the  inordinate  growth  of  tariff  barriers 
b(  tween  nations.  Taking  a broad  view,  it  must  be  evident 
that  high  tariffs  cannot  in  themselves  increase  world  prosperity. 
E'-^en  assuming,  for  the  moment,  that  a tariff  is  beneficial  to 
the  country  that  imposes  it,  it  is  perfectly  obvious  that  the 
benefit  must  be  secured  at  the  expense  of  other  countries.  The 
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nations  with  the  highest  tariffs  are  by  no  means  the  most  pros- 
perous to-day.  Indeed,  the  country  with  the  highest  tariff  of 
all — Australia — is  in,  perhaps,  the  worst  plight  of  any. 

THE  INTERNATIONAL  CURRENCY 

The  real  international  currency  is  goods,  for  international 
trade  is  merely  the  exchange  of  goods  for  goods.  It  should  be 
evident  that  every  tariff  which  restricts  the  flow  of  goods  into 
a country,  also  in  the  long  run  restricts  the  flow  of  goods  out 
of  that  country.  In  other  words,  every  tariff  reduces  the  • 
effective  currency  in  circulation  between  the  nations,  and  the 
growth  of  tariff  barriers  is  the  fundamental  cause  of  the  present 
world-wide  economic  depression. 

The  United  States  of  America  built  up,  in  recent  years,  as 
large  an  export  trade  as  any  country  has  possessed  in  the  world’s 
history.  Its  tariff  policy  is  designed  to  exclude  any  imported 
material  that  can  possibly  compete  with  American-made  goods. 
The  erstwhile  prosperity  of  the  United  States  is  a telling  argu- 
ment for  free-trade,  for  it  was  founded  upon  the  unrestricted 
flow  of  trade  throughout  the  most  populous  area  in  the  western 
world  that  is  unhampered  by  tariff  barriers,  viz.,  the  United 
States.  Had  each  State  of  the  Union  imposed  tariffs  on  goods 
from  other  States,  the  advantage  of  manufacturing  for  a popu- 
lation of  120,000,000  people  would  have  been  lost.  But 
America’s  policy  of  high  protection  against  foreign  goods,  and 
her  greatly  prized  “favourable”  trade  balance,  are  now  having 
an  anything  but  favourable  reaction.  Had  her  statesmen  been 
men  of  vision,  they  would  long  ago  have  foreseen  that  America 
could  not  continue  indefinitely  to  sell  more  goods  to  other 
countries  than  she  would  accept  from  them.  There  was  one 
commodity  which,  in  order  to  adjust  the  balance  of  payments, 
she  was  willing  to  receive  in  unlimited  quantities,  namely,  gold. 

It  should  have  been  clear  that  as  soon  as  other  countries  ran 
short  of  gold,  unless  they  could  send  commodities  of  some  other 
kind,  their  only  alternative  would  be  to  reduce  their  purchases 
from  the  United  States.  This  is  precisely  what  has  now  hap- 
pened; and  this  is  the  secret  of  the  present  dislocation  of  the 
American  economic  system.  The  inability  of  other  countries 
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tc  trade  with  the  United  States  on  the  non-reciprocal  terms 
imposed  by  her  is  responsible  for  the  staggering  total  of  unem- 
ployed in  that  country,  variously  estimated  at  from  six  millions 
tc  ten  millions  of  people. 

“3EGGAR  MY  CUSTOMER” 

Any  business  man  would  view  with  alarm  a movement  that 
te  ided  gradually  to  reduce  the  prosperity  of  the  whole  of  his 
customers.  Yet  many  important  countries  have,  during  the  last 
fev  years,  deliberately  taken  action  that  could  have  no  other 
ef  ect  than  to  achieve  that  undesirable  end.  Each  successive 
Aistralian  tariff  has  further  weakened  the  capacity  of  some 
other  countries  to  buy  from  Australia.  Unfortunately,  this 
minia  for  tariffs  affects  the  innocent  as  well  as  the  guilty,  and 
G eat  Britain,  the  outstanding  example  of  fiscal  sanity  amongst 
the  nations,  has  suffered  with  the  rest.  Certain  politicians 
famously  point  to  the  depression  in  Great  Britain  as  evidence 
that  free-trade  is  no  less  harmful  than  protection!  How  could 
Bi  itain  fail  to  be  affected  by  the  suicidal  policy  of  nearly  every 
n«  tion  with  which  she  trades.^ 

TKE  PLIGHT  OE  THE  PRIMARY  PRODUCERS 

An  interesting  phase  of  the  present  world  situation  is  that 
th?  people  engaged  in  primary  industries  have  been  the  first  to 
fe‘l  the  effects  of  the  depression  in  most  countries.  Primary 
products,  depending  as  they  do  so  greatly  upon  climatic  condi- 
ti(  ns  and  other  natural  phenomena,  are  more  freely  interchanged 
beiween  the  nations  than  manufactured  goods.  That  is  to  say. 
th?re  are  fewer  restrictions  imposed  on  international  trade  in 
thjse  products.  Prices  of  primary  products,  more  than  any 
ot  lers,  are  established  at  world-parity  rates.  They  are,  there- 
fo-e,  more  sensitive  to  international  influences,  and  respond 
irr  mediately  to  adverse  international  economic  conditions. 
T,  iriffs  succeed  in  sheltering  the  secondary  industries  of  most 
cointries,  temporarily,  from  the  bleak  winds  of  world- wide 
degression.  Therefore,  the  former  relationship  between  prices 
of  manufactured  goods  and  primary  products,  which  was  such 
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that  the  primary  producer  was  able  to  exchange  his  produce 
for  at  least  the  necessaries  of  life,  has  been  destroyed.  A given 
quantity  of  primary  produce  now  represents  in  value  fewer 
manufactured  goods  or  services  than  previously,  in  practically 
all  countries.  The  consequence  is  that  the  manufacturers  are  no 
longer  able  to  dispose  of  the  same  quantities  of  their  products 
as  previously,  and  shall  not  be  able  to  do  so  until  either  prices 
of  primary  products  rise,  or  prices  of  manufactured  goods  fall  to 
the  extent  necessary  to  restore  the  former  relationship.  Tariffs, 
which  reduced  the  prosperity  of  all  countries,  and  caused  the 
prices  of  primary  products  to  fall,  also  prevent  the  necessary 
adjustment  in  prices  of  other  goods  to  meet  the  situation.  Thus, 
the  cause  of  the  trouble  and  the  obstacle  which  prevents  its  cure 
are  one  and  the  same  thing. 


VI. 

The  Next  Step — Some  Suggestions 

WILL  THE  PREMIERS’  PLAN  BE  EEFECTIVEi’ 

The  Commonwealth  Government  has  at  last  realised  that  it 
is  necessary  for  Governments  as  well  as  individuals  to  live  within 
their  means.  Australian  Government  finances  were  brought  to 
a desperate  pass  by  the  long-sustained  refusal  of  some  Govern- 
ments to  reduce  Government  expenditure.  It  is  hoped  that  the 
first  step  has  been  taken  towards  financial  recovery:  but  it  would 
be  fatal  to  imagine  that  the  Premiers’  plan  alone  will  restore 
the  prosperity  which  has  been  lost.  To  a very  great  extent  the 
depression,  with  its  accompanying  unemployment  and  its 
resulting  Government  deficits,  has  its  roots  in  unsound  economic 
practices.  The  Premiers’  plan  deals  only  with  some  of  the 
symptoms,  which  became  so  serious  that  they  had  to  receive 
attention  before  the  malady  itself  could  be  attacked.  Unless 
the  cause  is  removed,  the  drastic  action  agreed  upon  by  the 
Premiers  will  prove  unavailing,  for  matters  will  go  from  bad 
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to  worse,  and  a second  economy  plan  will  probably  become 
njcessary  at  no  distant  date,  involving  further  sacrifices. 

PRICES  MUST  FALL  AS  INCOMES  FALL 

On  the  other  hand,  if  prompt  and  courageous  action  is 
tc  ken  to  cure  the  fundamental  ills  of  the  Australian  economic 
s)  stem,  it  is  possible  that  complete  recovery  will  take  place  more 

q lickly  than  even  those  who  place  their  faith  in  the  Premiers' 
p an  expect. 

It  is  now  too  late  to  avoid  some  all-round  loss;  but  the 
sacrifice  can  be  lessened  even  at  this  late  hour  by  reversing  the 
policy  that  has  been  followed  ever  since  the  depression  com- 
menced, and  embarking  upon  a gradual  pulling-down  of  the 
tariff  wall,  until  it  is  reduced  to  reasonable  proportions.  The 
ptople  have  accepted  great  sacrifices  more  or  less  cheerfully. 
These  will  be  in  vain  unless  steps  are  taken  to  ensure  that  prices 
fall  as  incomes  fall.  If  there  is  not  a material  decline  in  the 
general  price-level  in  Australia,  the  further  reduction  of  the 
people’s  purchasing  power  will  cause  a further  decline  in  sales, 
as  well  as  a decline  in  the  standard  of  living.  The  tariff  is  the 
principal  obstacle  to  the  reduction  of  prices,  and  therefore  the 
m lin  obstruction  to  economic  recovery. 

TdE  REAL  SOLUTION 

First  and  foremost,  a halt  must  be  called  in  the  granting  of 
fu  ther  protection.  Australia  simply  cannot  afford  to  give  any 
more  charity  to  weakling  industries.  She  has  given  it  so  freely 
during  the  past  ten  years,  and  particularly  during  the  last  two 
ye«  rs  of  that  period,  that  she  is  nearly  exhausted.  The  survival 
of  the  fittest  is  the  law  of  nature  upon  which  all  progress  is 
ba;ed.  Any  nation  which  arbitrarily  reverses  that  law  is 
doomed,  unless  it  perceives  its  mistake  in  time  to  correct  it. 

Then  if  the  Government  is  wise,  it  will  remove  the  prohibi- 
tiois  and  surtaxes  that  were  imposed  in  April,  1930.  If  they 
ever  were  necessary,  they  are  now  serving  no  good  purpose,  for 
the  exchange  rate  is  doing  all  that  the  emergency  measures  were 
designed  to  do.  The  longer  they  remain,  the  more  harmful 
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they  will  become,  for,  under  the  complete  protection  which 
they  afford,  more  and  more  economically  unsound  undertakings 
are  likely  to  be  established,  which  will  prove  an  embarrassment 
when  the  measures  are  ultimately  abolished. 


As  to  the  tariff  itself,  as  a first  instalment  a reduction  of  all 
imposts  by  25  per  cent,  of  the  duty  would  be  an  excellent  move. 
Manufacturers  would  not  suffer,  for  they  now  enjoy  protection 
from  exchange  and  primage  duty  amounting  in  all  to  more 
than  40  per  cent.,  in  addition  to  the  duties  imposed  by  the 
schedules. 


The  complete  overhaul  of  the  tariff,  however,  item  by  item, 
is  the  most  important  step  of  all.  Expert  advice  has  been 
ignored  more  often  than  it  has  been  followed  in  the  building 
up  of  the  tariff  wall;  but,  as  two  wrongs  do  not  make  a right, 
it  is  not  suggested  that  the  same  course  should  be  adopted  when 
the  reverse  process  commences. 


THE  TARIFF  BOARD’S  PART 

There  is  a body  known  as  the  Tariff  Board.  It  should  be 
a supremely  important  institution  in  regard  to  tariff  matters, 
but  its  proceedings  have  recently  become  farcical  by  reason  of 
the  scant  notice  taken  by  the  Government  of  the  Board’s  find- 
ings. During  the  past  ten  years,  the  Board  has  been  partly 
responsible  for  building  up  the  tariff  wall  to  far  too  great  a 
height.  In  justification  of  its  past  history,  however,  it  must 
be  admitted  that  the  Board,  during  the  years  of  fictitious  pros- 
perity, merely  carried  out  the  policy  to  which  nearly  all  sections 
of  the  community  subscribed.  In  recent  years,  the  Board  has 
^ perceived  the  danger  of  that  policy,  and  has  directed  attention 

to  it  in  its  annual  reports.  Since  prohibitive  and,  to  a great 
extent,  haphazard  protection  began  to  be  applied  in  November, 
1929,  the  Board  has  indicated,  in  no  uncertain  manner,  that 
It  heartily  disagrees  with  many  of  the  tariff  impositions  of  the 
' Government.  Unprecedentedly  high  duties  have  been  imposed 

without  regard  to  the  economic  consequences,  and  the  Board 
has  been  asked  to  inquire  into  the  soundness  of  such  measures 
after  the  damage  has  been  done.  The  adverse  reports  of  the 
Board,  in  such  circumstances,  have  been  of  no  avail.  In  most 
cases  they  have  simply  been  ignored  by  the  Ministry. 
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The  Board  has  a fund  of  detailed  information  in  regard  to 
spi  cific  industries  that  it  has  investigated  in  recent  years.  It 
m;,y  safely  be  assumed  that  it  appreciates  the  impossibility  of 
CO  itinuing  the  subsidies  to  industry,  even  on  the  scale  that  it 
ha:  itself  advocated  in  times  of  apparently  great  prosperity.  It 
would  seem  that  the  least  costly  and  the  most  effective  means 
that  could  be  adopted  in  reducing  the  tariff  would  be  to  hand 
th(  task  over  to  the  Tariff  Board,  provided,  of  course,  no  serious 
altiration  in  its  personnel  takes  place,  such  as  the  swamping  of 
th(  Board  with  fanatical  protectionists! 

If  this  course  be  adopted,  however,  it  will  be  necessary  for 
Parliament,  as  an  emergency  measure  in  the  present  extra- 
ordinary circumstances,  to  make  it  obligatory  upon  the  Govern- 
ment to  give  immediate  effect  to  all  the  recommendations  of  the 
Tariff  Board  as  they  are  received.  Australia  will  then  have  an 
im  neasurable  advantage  over  the  countries  which  continue  to 
suf  er  from  the  blight  of  political  interference  in  matters  which 
tht  average  politician  does  not  understand. 

“The  Australian  tariff  is  the  laughing  stock  of  the  nations. 
TI  e adoption  of  the  policy  suggested  would  constitute  an 
in^aluable  gesture  to  the  world.  It  would  show  that  Australia 
at  last  appreciated  the  necessity  for  a sounder  foundation  for 
hei  industries  than  that  of  a prohibitive  tariff.  It  would  lead 
also  to  a kindlier  feeling  towards  Australian  products  in  coun- 
trits  that  have  been  seriously  affected  by  recent  increases  in  the 
tar  ff,  and  at  present  show  a disposition  to  retaliate.”  The 
foregoing  passage  is  quoted  from  a recent  pronouncement  on  the 
subject  of  the  tariff  issued  by  the  joint  committee  representing 
sev?ral  important  organisations  in  New  South  Wales,  includ- 
ing the  Producers’  Advisory  Council,  the  Graziers’  Association, 
the  Farmers’  and  Settlers’  Association,  and  the  Sydney  Chamber 
of  Commerce.  The  committee  advocates  a policy  similar  to 
that  which  is  suggested  above,  in  which  it  is  supported  by  the 
rec(  ntly-formed  Tariff  Reform  League,  representing  primary 
prcducers’  interests  in  Victoria. 

Will  Australia  heed  the  many  warnings  that  are  now  being 
sounded  ? 
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ILLUSTRATIONS  OF  THE  EFFECTS  OF 
PROTECTION  UPON  PRICES 


The  following  are  the  prices  charged  by  a wholesale  hard- 
ware merchant  in  Australia  to  country  storekeepers  for  fencing 
wire  in  1913  and  1931: — 


1931  1913 

Australian-made  Imported 

Black,  8g.  per  ton  £ 1 7 1 5 0 £ 7 5 0 

Galvanised,  8g.,  per  ton  18  15  0 8 12  6 

Barbed,  12g.,  perton  23  0 0 13  0 0 

Wire  Netting,  42  X 1-1  X 17g.  41  17  6 24  0 0 


This  comparison  is  enlightening,  as  the  prices  the  primary 
producer  (the  principal  user  of  fencing  wire)  obtains  for  his 

products  in  overseas  markets  have  declined  to  approximately 
the  1913  level. 


The  next  statement  shows  Australian  makers'  lowest 
wholesale  prices,  allowing  for  highest  discounts  c.i.f.  mam 
ports,  as  compared  with  British  f.o.b.  prices  in  August,  1931, 
for  certain  iron  and  steel  products: — 


t 


\ 


Iron  and  Steel — 


Australian 


Structural  Steel  Joists,  etc. 

£ 12 

5 

6 

Merchant  Bars 

1 1 

18 

6 

Bolt  Steel 

1 1 

18 

6 

Pig  Iron 

6 

9 

6 

Billets 

1 1 

10 

0 

Sheet  Bars 

9 

10 

0 

Wire — 

Galvanised,  8g.  basis 

16 

12 

0 

Nail  Wire,  8g.  basis 
Sheets — 

14 

10 

0 

Galvanised  Iron,  1st  Qual., 
26g.,  3 ton  cases 
Steel  Plate,  3/16 
Black  Sheets,  lOg. 


British 

£776 
6 0 0 

6 0 0 

2 18  6 

5 0 0 

4 12  6 


12  0 0 

8 5 0 


31 


26  10  0 
18  10  0 
18  10  0 


12  15  0 

8 10  0 

9 0 0 


The  following  is  a comparison  of  prices  of  certain  tools 
of  :rade  f.o.b.  English  port,  with  nett  wholesale  prices  quoted 
by  an  Australian  manufacturer  who  recently  applied  to  the 
Tariff  Board  for  still  higher  duties,  although  he  was  already 
prctected  by  a duty  of  55  per  cent.  ad.  val.,  primage  4 per 
cent,  (since  increased  to  10  per  cent.),  exchange  30  per  cent.. 


anc  freight  and  shipping  charges: — 

Aust.  British 

Mash  Hammers,  Handled,  2 lb.,  per  doz 41/—  15/8 

. ..  ,,  3 lb.,  per  doz 44/10  17/7 

Star  Drills,  10  x |,  per  doz 14/8  5/3 

Dutch  Hoes,  5 in.,  per  doz.  13/11  6/1 

Picks,  Beater,  7 lb.,  per  cwt 105/4  26/4 

, Box-eye,  7 lb.,  per  doz 40/4  14/— 

Mattocks,  4|  lb.,  per  doz.  43/11  21/6 


The  following  illustrates  the  discrepancy  between  prices 
that  are  paid  by  the  consumer  for  Australian  materials,  and  the 
pri  :es  which  would  be  paid  for  similar  imported  goods,  under 
no  mal  exchange  conditions,  if  there  were  no  tariff.  The  same 
percentage  of  merchant  profit  has  been  added  in  each  case: — 

Australian  Imported 

Bolts  and  Nuts,  -|in.  x 5 to  6in.  45/—  32/3  cwt. 

Po  tland  Cement  22/—  16/— cask 

Iren,  Galvd.,  Corr.,  5 to  8ft.  x 

26g £30/10/-  £19/-/- ton 

Le;  d,  Sheet  41/9  20/6  cwt. 

Na.ls,  Wire,  0 to  7 23/-  11/9  cwt. 

Rivets,  Steel,  |in 41/-  17/3  cwt. 

Sted  Shafting,  f to  3in £26  £12/10/- ton 

Wire,  Fence,  Galvd.,  8g £20/5/-  £9/ 15/- ton 

Wire  Barbed  Galvd.  14g. £26/5/-  £13/15/— ton 


* 
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